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FOREWORD

The State of Indiana is facing a significant workforce challenge resulting from Department of Defense 2005 Base
Realignment and Closing(BRAC) recommendations. Indiana is currently scheduled to lose approximately 1,300 jobs
affecting eight different military facilities. However, given the high probability for “ripple” effects on local
employment for defense subcontractors, suppliers, and local businesses, the secondary impact will certainly result
in approximately 500 more jobs lost, according to the BRAC Commission’s most recent report to President.

Early planning is critical to ensure that communities receive necessary and appropriate economic development and
workforce assistance. This is especially true, given the limited information available on post-BRAC planning. The
State of Indiana has received $1.5 million National Emergency Grant (NEG) from the U.S. Department of Labor
(DOL). The NEG funding will allow Indiana to la a comprehensive response to the 2005 BRAC recommendations.

Given this challenge and the available federal support, the State’s Office of Energy and Defense Development
(OED) commissioned a study to assess the effects of BRAC, identify alternative work and training opportunities,
and to help Hoosier businesses and researchers capture more grants and contracts from the U.S. Department of
Defense (DOD), the Department of Homeland Security (DHS), and the National Aeronautics and Space
Administration (NASA) market.

This work was divided into three phases: the mapping of Indiana’s aerospace, defense and homeland security
“assets,” including skills, workers, facilities, and technology; preparing a comprehensive forecast for each of the
three targeted federal departments, including the identification of areas of opportunities; and finally, identifying
specific targets and creating a strategic plan for capturing greater market share of DOD, DHS and NASA contacting,
and for assisting BRAC-affected communities.

The process used to develop these findings and recommendations involved significant outreach, stakeholder
engagement, public comment and focus group activation. One-on-one and small group “care-about” interviews
were held with scores of stakeholders, four meetings were held across the State with key influencers, six teams
met on targeted areas of growth opportunities, and six regional gatherings were held statewide to solicit a region-
specific feedback on the results.

As a result, as this plan is being published, the benefits of this process are already evident. New business and
university collaboration is well underway. Small businesses are beginning to partner with each other. Several new
projects, including an exciting new life sciences initiative between three key Indiana institutions, have been
activated. Larger Indiana defense contractors are engaging with small businesses and university researchers.

Other key “deliverables” are already generating dividends as well. On June 18" the Lt. Governor announced the
availability of a new, searchable database of all Indiana federal contracts with the DOD, DHS and NASA from 2002-
2006, now available on the OED’s website.

A conference to help small Indiana companies learn how to sell to the federal government was held on June 28"
and a searchable compact disc with extensive tools and resources on federal government contracting was created
and is being distributed across the State.

When researchers found it difficult to locate data about university skills, funding and intellectual property, a
separate study was completed to consider the feasibility of a statewide university portal.

The extent to which Indiana’s stakeholders are already deploying parts of the plan provides strong confidence that
success is achievable. Hoosier business, universities, government, entrepreneurs and small business leaders clearly
perceive the importance of this market. This effort has generated important momentum toward fully leveraging
Indiana’s intellectual, workforce, and military assets in the DOD, DHS, and NASA marketplace.
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EXECUTIVE SUMMARY

The conflicts in Irag and Afghanistan and Hurricane Katrina have highlighted Indiana’s role in supporting the
Nation’s defense and aerospace needs. They also generated a significant increase in Indiana’s receipts from the
Department of Defense (DOD), and a temporary spike in receipts from the Department of Homeland Security
(DHS). Indiana’s recent experience with the Base Realighment and Closing (BRAC) process has served as a catalyst
to focus Indiana’s assets on future opportunities.

Figure 1

Between FY 2001 and FY 2005, total federal
grants and contracts to Indiana from the RIS RS 57
DOD alone grew from $1.83 billion to nearly
$4.5" billion, see Figure 1. When federal :i':gg'gggﬁg
payroll to active, retired and civilian military $4:000:000:000 |
personnel are added, FY 2005 DOD spending $3.500,000,000
in Indiana was $6 billion. This placed Indiana $3.000,000,000 — 500D
17th on a list of all states for DOD spending. $2.500,000.000 — 2DHS

$2,000,000,000 OMNASA
The 2005 BRAC will cause a net total (direct | &1 500,000,000 4
and indirect) growth of over 4000 jobs | ¢1.000.000.000 -
statewide from 2005-2011, though some $500,000,000 -
communities face significant reductions. 50 i . .

2002 2003 2004 2005

While the DOD numbers are expected to fall
as conflicts subside, and several large procurement contracts spend out, opportunities exist to sustain and grow
Indiana’s share of the DOD and homeland security markets. This study and plan sets forth recommendations for
how Indiana State government, industry leaders and academic researchers can work together to maximize jobs
and wealth creation through government contracting and research for DOD, NASA and DHS.

Indiana’s strengths and affinities are well suited to emerging defense and homeland security needs. Indiana’s
universities, emerging technologies and historic can-do manufacturing strengths, when matched with location,
competitive cost structures and facilities, all provide a significant opportunity for Hoosier business leaders and
workers.

Several immediate and emerging needs within the defense and homeland security arena favor Indiana, including:

e The global need for training for urban and complex operations, customs and border patrol, and
intelligence gathering

e The need to recapitalize, rejuvenate, and replace the equipment and systems within DOD and DHS,
particularly in the area of vehicles and vehicle systems, while alleviating the current backlog at national
depot operations

e The Army’s need to build electronic warfare capabilities into its systems, and expand its active and
reserve capacity

e The need for enhanced database management, computing and informatics solutions to handle complex
systems

e The need for complex sensor networks in nearly all new systems

e The DOD’s goals toward energy independence and alternative energy

e The need for unmanned and autonomous vehicles and lightweight aircraft systems

! Data sources included in Appendix iii, iv and v. Data does not include subcontracts and intercompany transfers
2FY 2006 data available in Appendix XII
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A thorough review of Indiana’s strengths, assets and affinities, when matched with the forecasted needs of these
customers, points to seven targets of particular opportunity:

e Advanced Military Informatics: the use of algorithms based on advancements in mathematical sciences
applied to military and homeland security needs

e Transportation Systems: providing value added transportation platforms through improved and next
generation major subsystems

o Defense Electronics: the design, manufacture and life cycle support of electronics systems

e Services and Support: the provision of products and services that enhance the usefulness and extends the
life cycle of existing military platforms

e Bio Collaboration: creative collaboration between the Bio/Life Sciences and Military/Homeland Defense
assets

e  Future Energy Alternatives: the development of new approaches to provide energy through four
components — fuels, energy conversion, storage systems, and process energy management

e  MUTC Partnership: the extended use of the Muscatatuck Urban Training and Complex Operations Center
as the centerpiece of a southern Indiana military training area encompassing the south central portion of
the state

If aggressive effort is applied to these targets of opportunity, Indiana can achieve significant growth in the defense
and homeland security contracting market. A one percent increase in the market share of federal procurement
from the DOD in FY 2006 alone would have represented an increase of $2.57 billion for Indiana.

To fully capitalize on the market potential and the identified opportunities, immediate and sustained efforts are
recommended for the state, academia, and the business community in these critical areas:

e  Establishing Leadership

e Enhancing Advocacy, Marketing and Branding
e Improving Collaboration and Connectivity

e Increasing University Cooperation

e Developing Human Capital

e Launching Small Business Services

e  Attracting Funding

Creating and funding a public/private partnership to provide the leadership to implement the strategic
recommendations is a key step towards realizing more defense business for Indiana. Indiana’s defense assets must
be communicated and advocated to key federal influencers to better the chances of winning contracts. Improved
industry/academic/government collaboration is crucial to growth in this sector and mobilization of the focus action
teams is necessary to continue to build the momentum and connectivity created from the study’s grass roots
engagement. The majority of Indiana’s defense contractors are small businesses, and these (and other small
businesses new to defense contracting) need assistance in knowing how to do business with the federal
government, determining opportunities that fit their businesses and complying with federal regulations.

The State must make a significant commitment to capture these opportunities. The establishment of the new
Office of Energy and Defense Development (OED) was a very strong start as well as a signal of interest and
commitment. OED’s support and commitment of this study is already realizing benefits for Indiana. Through the
study’s outreach efforts, new collaborations are forming from the focus group meetings. Forty-six small businesses
have received training on defense contracting. A new, searchable database of all Indiana federal contracts with the
DOD, DHS and NASA from 2002-2006 is available on the OED’s website. The extent to which Indiana’s stakeholders
are already deploying parts of the plan provides strong confidence that success is achievable. Hoosier leaders
clearly perceive the importance of this market, and momentum is building towards making Indiana a much larger
player in DOD, DHS, and NASA marketplaces. The following immediate next steps will continue that momentum:
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Immediate Next Steps:

1. Establish a Public/Private Partnership to Maximize Growth of Indiana’s Defense Industry

This organization has the ultimate responsibility for optimizing DOD, Homeland Security, and NASA
business for the state. It will carry out the recommendations in this proposal, and be a catalyst for the
identified focus areas and for efforts that are needed to assure that a responsive, effective infrastructure
exists for all Indiana stakeholders doing business with these customers.

2. Organize and initiate a second phase of Focus Action Team meetings for each of the six targets

Each Focus Action Team has identified initial implementation steps for the first two years. Some
immediate opportunities and initiatives have already been defined, each of which require attention.
These teams need to meet on a regular basis to build on the momentum gained during the Focus Action
Team sessions.

3. Mobilize a MUTC team and utilize the public/private foundation to support the vision

The Muscatatuck Urban Training Center (MUTC) Partnership focus area needs to be expressed eventually
as a High Level Business Case, as have the other six targets. Because of the complexity of the mission and
potential needs associated with MUTC?, a game exercise involving top level national experts is
recommended, where multiple scenarios can be played out in the urban warfare, to fully identify the
supporting infrastructure needed to maximize this opportunity for the state and develop a business plan
to fully support the development of this opportunity to attract DOD training business.

4. Develop bi-partisan, merit-based appropriations strategy with Indiana’s Congressional delegation and
State Leadership

One of the key findings in this report is the need for more aggressive and highly coordinated effort within
the Indiana Congressional delegation toward merit-based, bi-partisan DOD and DHS projects. This report
should be presented to the delegation by State leadership to inform, motivate and demonstrate
commitment to these goals on the part of the State. The current working group within the delegation
should be strengthened and a formal process developed for the identification and support of merit-based
projects.

5. Move on the short-term opportunities identified in this report.

e Human Impact Trauma Center
e Institute of Repair Excellence
e Networked Urban Operations Test Bed

® Next year 50% of the world’s population will be living in urban centers and that percentage is growing. In 2015, there will be 30 world cities
with a population of more than 8.4 million — more people than in all of Indiana.
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INDIANA’S DEFENSE ASSETS

DEFINING “ASSETS”

Building a successful strategic plan relies on clearly understanding the assets that can be leveraged. Indiana’s
defense “assets” were broadly defined as industry, academia, and government capabilities that foster Indiana’s
aerospace and defense (A&D) industry. Specifically, these included A&D businesses and their past contracting
activity, A&D businesses and university research and development capabilities, Indiana technology and patent
expertise, military installations, and other state and federal government activities and funding that support
Indiana’s A&D industry, such as congressional appropriations and the Indiana 21* Century Fund.

PAST CONTRACTING WITH DOD, DHS AND NASA

Figure 2
Contract data from 2002 to 2005 was used
to create a snapshot of Indiana’s Total Contracts by Year
. . . . 4
contracting activity. As shown in Figure 2°,
DOD contracting has approached $4.5 | $5.000,000.000
billion> in Indiana, DHS and NASA $4.500.000.000 —
contracting has exceeded $500 million only | $4.000.000.000
once during the same period. DOD | $3:500.000.000 —
contracts and grants to Indiana companies | $3.000,000.000 apoD
$2,500,000.000 [ ] mLHS

and researchers were significantly greater
than DHS and NASA combined, and as a | ©2:000.000000 QNASA
result, this places a proportionate focus on | ¥1.00.000.000 1

DOD performance and future opportunities. S 0EEE |
$500,000.000 -

50 | — |

Data for contracts whose principal place of o Srre e S

performance are Indiana, was collected and
placed on a searchable database and is now available for the State’s use. Identifying the principal place of
performance is significant for ensuring that the data truly represents activities that actually took place in Indiana.
For instance, SAIC, one of the nation’s top ten defense contractors, is headquartered in California. However, SAIC
has a large contract in which all work was completed in Indiana.

THE DEPARTMENT OF DEFENSE (DOD), 2002-2005

Table 1

DOD Prime Contracts | Indiana’s companies and universities receiving prime contracts
Year | Gross State Product* | Awarded to Indiana | from the DOD are diverse and encompass activities in every
Companies/Universities | |nqystrial Traded Cluster. The value of prime contracts awarded

2005 | $214,093,000,000 $4,428,000,000 to Indiana companies and universities during the Government
2004 | $211,745,000,000 $3,172,000,000 Fiscal Years of 2002 to 2005 have grown significantly. Much of
2003 | $204,837,000,000 $2,607,000,000 this spike in grovyth can be directly attributed to the wars in

Iraqg and Afghanistan. The Compound Annual Growth Rate
2002 | $196,828,000,000 $1,860,000,000

(CAGR) in DOD contract receipts, as compared to the growth in
CAGR | 2.12% | 24.21% Indiana’s Gross State Product, is shown in Table 1. Defense
Source: U.5. Bureau of Fconomic Analysis contracting growth is over ten times the rate of Indiana’s GSP

* Data sources included in Appendix iii, iv and v. Data does not include subcontracts and intercompany transfers FY
® 2006 data available in Appendix XII
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growth, making it a significant opportunity for Hoosier economy. Indiana is also slowly increasing its standing
among other states, as well. The State of Indiana ranks in the top 25 for all years included in this study, rising from
a rank of 25th to a rank of 17th. See Table 2. Indiana’s position relative to other states located in the Midwest is
also healthy and rising. See Table 3

Table 2
2005 2004

STATE Total Dollars STATE Total Dollars
California 531,064,642 107 |california $27,875,153,611
Virginia 526,800,778,660 |Virginia $23,542,532.798
Texas $20,696,563,815 |Texas $21,044,000,809
M aryland 510,863,496,323 |Maryland $9 206,211,317
Florida $10,317,531.321 |Connecticut $8 959,416,245
Arizona $9,354,635557 |Arizona 58 430,004,770
Connecticut 58,753,062 611 |Florida 58,385,514 544
M assac husetts 8,332 647,081 Massachuselts 56,961,389 359
Fennsylvania 57 483,342 441 Missouri 56,502,109,430
Alabama 57,069,163.234  |Pennsylvania $6,202,808,317
M issouri 56,881,281282 |Alabama $5,845 350 483
New Jevsey 56,101,128 664  |Mew York 55,243 865,861
New York 55861,800423  |onio 54 636,538,262
Georgia $5,740,523,312 |Mew lersey 54 196,267,101
Ohio $5,460,279.070  |Kentucky 54 118,664,994
W ashinpgton $4,452,521,393 GEorgia 53,905,200,966

54,428,469,362 |District of Columbia [53,515,106,823
Kentucky 54285757008 |Washington $3,324,921,713
M ichigan $3,961,911,259 $3,173,310,341
Colorado 53 689,869,057 |Colorado $3,151,257,993
linois 53,571,591.200 |mlinois $3,003,795,213
District of Columbia [53,485,726,214  |Michigan 52,611,655,051
M ississippi $3,283,577,231  |louwisiana $2,544,011,194
Louisiana $3,028,051372 |Morth Carolina $2,213,390,021
North Carolina 52948582228 |Tennessee $2,115,758,996
Table 3

2005 2004 2003 2002

llinois $3,571,591,200 |$3,003,795,213 |$2,564,478,655 |$2,005,746,605
Indiana $4,428,469,362 |$3,173,310,341 |$2,607,120,687 |$1,860,420,200
Kentucky $4,299,757,008 |$4,118,664,994 |$3,896,771,302 |$2,268,248,997
Michigan $3,961,911,259 |$2,611,655,051 |$2,524,118,472 |S2,179,845,189
Ohio $5,460,279,070 |$4,636,538,262 |$4,325,783,755 |$3,444,476,372

The DOD categorizes its procurement activity into 25 Major Procurement Programs. A breakdown of Indiana grants
and contracts by these procurement categories creates more insight into the types of goods and services provided.
Indiana contractors and universities participated in every Major Procurement Program category, and Indiana’s top
thirteen program categories are shown in Figure 3.
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Figure 3

DOD Major Procurement Programs: More than $100,000,000

$3,500,000,000

$3,000,000,000 -

02002
02003

$2,500,000,000 -

2004
02005

$2,000,000,000 -

$1,500,000,000 -

$1,000,000,000 -

$500,000,000 -

H;ﬁﬁﬁﬁﬁh

$0 ‘
S o ) ) ) ) X ) S
O\fo <O & \?Qio O\fo (ﬁo @@e o NS C}/\\o \?Qg/ <<§ &) \\o
G A AP P S R R e
€ & & P € &£ O @ & P O & O
S O 2 SRS < v o % 2 Q
N o > & & O X v
O © > & 9 &K
& % A K ¥ & &
s W < NN KN o
NS ¥ RS g
O @) Q/Q‘ Q\ ng
<& & X % K
9 ¥ LN °
@/Q/ \/O
v}/
As Figure 3 indicates, four categories dominate Indiana’s historic contract activity. These are:
1. Combat and Non-Combat Vehicles
2. Electronics and Communications
3. Services
4. Aircraft Engines and Spares
Table 4
The. top four ca?tegories reflect 'the eﬁforts of . City Totals 2002 - 2005
Indiana’s top-tier contractors, including AM [ Apm GENERAL, LLC SOUTH BEND $2,618,823,432.00
General, ITT Industries, Raytheon and Rolls | ITT INDUSTRIES, INC FORT WAYNE $1,298,007,948.00
Royce. Indiana is home to plants or regional | ROLLS-ROYCE CORPORATION INDIANAPOLIS $928,370,611.00
contractors, as represented in Table 4. AM GENERAL LLC MISHAWAKA $690,442,853.00
RAYTHEON COMPANY FORT WAYNE $549,865,647.00
. CARDINAL HEALTH 100, INC MIDDLETOWN $500,711,232.00
Indiana contractors are located across t_he AMERIQUAL GROUP LLC EVANSVILLE $479,063,981.00
state. The majority of DOD contracting [ pARSONS INFRASTRUCTURE & TECHN | NEWPORT $409,558,635.00
dollars are concentrated in  Allen, | ALLISON TRANSMISSION, GENERAL INDIANAPOLIS $347,580,563.00
Bartholomew, Greene, St. Joseph, Lake, SCIENCE APPLICATIONS INTERNATI SAN DIEGO $195,750,784.00
Mario, Miami and Whitley counties. HONEYWELL INTERNATIONAL INC SOUTH BEND $130,919,083.00
PETROLEUM TRADERS CORPORATION | FORT WAYNE $129,967,131.00
EG&G TECHNICAL SERVICES, INC GAITHERSBURG $120,142,289.00
CUMMINS INC COLUMBUS $95,507,716.00
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Figure 4

Each of the top counties is home to at least one major,
prime DOD contractor. Figure 4 breaks down contracts by
county. The darker red signifies higher contracting dollars
awarded to companies in that particular county. The
highest contracting counties are home to Indiana’s prime
contractors.

THE DEPARTMENT OF HOMELAND SECURITY (DHS), 2002-2005

Hoosier past contracting with the
Department of Homeland Security was
relatively small with one exception -
the response to Hurricane Katrina.
Indiana contractors earned $580
million in contracts to provide trailers
to FEMA. Figure 5 demonstrates the
dominance of trailer sales following
Katrina. DHS also rented $5 million
worth  of space from Indiana
companies, and purchased similar
amounts of furniture and prefabricated
structures in the last four years.

DHS contracts are distributed across
the state. Elkhart County, with its
strength in manufactured housing and

Figure 5
TOTAL 2003-2006
O Trailers M Lease/Rent of Space
O Furniture O Prefab Structures
B ADP Software/Supplies/Services B Admin/Mgmnt Support Services
B Professional Services O Diesel Engines/Components
B Services - Engineering B Composite Food Packages
O Maint/Repair of aircraft components @ Chemical Analysis Instruments
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recreational vehicles, dominated the contracting (Table 5).

Table 5
INDIANA COUNTY SUMMARY DHS CONTRACTS ($25,000 or Over)

County FY2003 FY2004 FY2005 FY2006 Total
ELKHART $530,667,582 | $27,412,266 | $558,079,848
CLARK $37,064,276 $243,424 $37,307,700
WAYNE $8,340,400 $22,483,115 $126,029 $30,949,544
HANCOCK $2,518,596 $6,841,958 $9,360,554
MARION $590,898 $1,596,892 $2,256,600 $4,217,312 $8,661,702
HAMILTON $70,378 $3,407,958 $2,458,840 $5,937,176
DUBOIS $1,015,801 | $2,667,236 $98,094 $998,984 $4,780,115
MONROE $271,509 $251,941 $1,316,037 $1,319,939 $3,159,426
BARTHOLOMEW $685,737 $1,548,846 $2,234,583
ALLEN $880,000 $754,259 $136,866 $1,771,125
TIPPECANOE $96,450 $1,339,831 $200,000 $1,636,281
VANDERBURGH $310,122 $28,095 $644,854 $273,749 $1,256,820
FLOYD $650,000 $600,000 $1,250,000
STEUBEN $550,000 $468,275 $1,018,275
RIPLEY $441,018 $527,360 $968,378
ST JOSEPH $353,795 $30,730 $135,859 $520,384
MIAMI $213,275 $108,810 $110,350 $81,608 $514,043
MADISON $480,623 $480,623
LAWRENCE $405,880 $405,880
HARRISON $402,832 $402,832
HENDRICKS $138,791 $95,791 $234,582
JACKSON $224,100 $224,100
VIGO $58,647 $85,932 $70,455 $215,034
DEARBORN $29,161 $88,430 $117,591
JASPER $27,883 $27,883
TOTAL $4,084,975 | $16,199,416 | $610,480,731 | $40,749,357 | $671,514,479

The top DHS contractors in Indiana are all providers of RV’s to assist with Hurricane Katrina, including nearly
$550,000,000 to Gulf Stream Coach. Other notable DHS contractors are Performance Assistance Network (PAN
Network), Rolls Royce, and Purdue University. Again, compared to DOD, the size of each contract is relatively small.
Refer to Table 6.
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Table 6

DHS TOP CONTRACTORS IN INDIANA

FY2004 FY2005 FY2006 TOTAL

Gulf Stream Coach Inc $521,377,500 | $26,319,725 | $547,697,225
Tom Stinnett Holiday RV Center Inc $37,064,276 $150,291 $37,214,567
Tom Raper Inc $19,943,698 $19,943,698
Best Buy RVS Inc $8,340,400 | $1,119,819 $9,460,219
Marks RV Sales $2,518,596 | $6,841,958 $9,360,554
Great Lakes RV Center LLC $5,020,082 $5,020,082
Performance Assessment Network Inc $2,542,840 $2,458,840 $5,001,680
Kimball International $963,417 | $2,566,847 | $34,729 $746,108 $4,311,101
Fall Creek Homes LLC $4,270,000 $4,270,000
Envisage Technologies Corp $271,509 | $251,941 $1,316,037 $1,319,939 | $3,159,426
Indiana Research Institute Corp $685,737 $1,548,846 | $2,234,583
Rolls Royce Inc $73,454 $73,514 $1,926,201 $2,073,169
Springer Danz & Bockelman Inc $519,990 $354,166 $644,048 $1,518,204
Long Life Food Depot $1,419,598 $43,826 $1,463,424
Purdue University $1,039,132 $200,000 $1,239,132

A significant consumer of the Federal Homeland Security budget is its grants programs, roughly $2.8 billion every
year. These grants leave the agency to states or for research and development. The grants to states are then
largely passed down to counties and cities. In Indiana, 80% of the federal DHS funding received by Indiana
Department of Homeland Security is, in turn, passed down to counties. Significantly, these grants are in total larger
than the contracting dollars awarded to Indiana companies (excluding $580,000,000 for trailers). In the last three
years, total grant monies to Indiana counties have averaged roughly $65,000,000. Table 7 breaks these grants

down by county.
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Table 7

INDIANA COUNTY SUMMARY DHS GRANTS (FY 2003-2005) All Counties receiving over

$500,000

County FY2003 FY2004 FY2005|TOTAL

MARION $46,521,607 $26,218,273 $67,131,517 $139,871,397
LAKE $892,008 $1,523,719 $1,431,216 $3,846,943
ALLEN $454,235 $1,011,830 $797,131 $2,263,196
ST. JOSEPH $556,173 $647,566 $758,566 $1,962,305
GRANT $543,300 $861,689 $323,848 $1,728,837
PORTER $352,370 $499,473 $777,115 $1,628,958
JOHNSON $1,003,592 $322,452 $236,831 $1,562,875
MADISON $217,722 $618,788 $563,340 $1,399,850
MONROE $305,306 $391,599 $470,907 $1,167,812
GIBSON $341,838 $307,815 $473,265 $1,122,918
VIGO $228,904 $175,735 $664,687 $1,069,326
ELKHART $119,510 $605,875 $323,545 $1,048,930
VANDERBURGH $68,861 $311,814 $596,195 $976,870
JEFFERSON $221,058 $466,455 $268,455 $955,968
TIPPECANOE $370,982 $79,698 $503,264 $953,944
BARTHOLOMEW $67,770 $427,164 $453,990 $948,924
WAYNE $217,417 $142,147 $566,596 $926,160
BOONE $75,600 $253,752 $561,818 $891,170
CLAY $537,069 $214,517 $127,826 $879,412
KNOX $74,727 $649,658 $145,185 $869,570
NOBLE $312,849 $310,251 $234,630 $857,730
GREENE $456,743 $179,317 $212,710 $848,770
HENRY $366,574 $237,885 $237,885 $842,344
LAGRANGE $170,481 $487,082 $167,972 $825,535
HENDRICKS $87,075 $382,281 $338,001 $807,357
LAWRENCE $296,942 $189,949 $303,997 $790,888
WABASH $196,874 $84,111 $502,349 $783,334
CARROLL 40 $353,175 $406,846 $760,021
CLINTON $125,903 $329,856 $300,059 $755,818
MONTGOMERY $332,727 $149,789 $244,789 $727,305
HAMILTON $163,039 $293,438 $235,814 $692,291
OWEN $54,648 $361,098 $273,600 $689,346
LAPORTE $192,646 $348,150 $120,608 $661,404
PUTNAM $316,782 $182,343 $116,892 $616,017
PARKE $7,348 $177,089 $402,732 $587,169
CASS $214,299 $42,188 $307,760 $564,247
BENTON $158,480 $103,635 $301,635 $563,750
STEUBEN $92,601 $267,074 $200,382 $560,057
FRANKLIN $76,042 $54,000 $412,669 $542,711
SCOTT $11,791 $297,320 $217,992 $527,103
HARRISON $246,704 $0 $279,441 $526,145
HOWARD $303,379 $43,077 $174,716 $521,172
VERMILLION $58,518 $206,160 $249,565 $514,243
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THE NATIONAL AERONAUTICS AND SPACE ADMINISTRATION (NASA), 2002-2005

NASA contracts are also small compared to DOD. The majority of these contracts go to universities. Purdue
University received the most of all universities in Indiana with nearly $15 million in receipts over the five-year
period. A more detailed discussion of these grants is included in the Indiana’s University Assets section.

A Comparison
of the NASA
budget for GFY
2002-2006 and
the total prime

Table 8
GFY 2002 GFY 2003 | GFY 2004 GFY 2005 GFY 2006
NASA Budget $14.9 billion $15 Billion | $15.47 billion | $16.04 billion | $16.5 billion
Indiana NASA Contracts $158.490,309 | $5,783,623 | $317,143,410 | $6,670,339 $5,608,371
Indiana as % of NASA Budget | 1.0637% 0.0386% 2.0501% 0.0416% 0.0340%

contracts awarded to Indiana companies and universities is shown in Table 8°. Indiana contracts are a very small
portion of the total NASA budget, including GFY 2002 and GFY 2004, when fairly large development contracts were
awarded to Rolls Royce and ITT.

Distribution of these contracts by city is shown in Table 9. As can be seen the distribution is fairly broad over the
state; however, the majority of the contracts are concentrated in the cities where major universities are located.

Table 9

GFY 2002

GFY 2003

GFY 2004

GFY 2005

GFY 2006

BLOOMINGTON S0 $624,512 $586,166 S0 $1,370,317
BRAZIL $0 $0 $7,937 $0 S0
CARMEL $0 $7,400 $0 S0
CONNERSVILLE $0 $1,319,620 $0 $0 S0
CRANE $549,444 $276,000 $111,276 $0 S0
ELKHART $0 $0 $0 $4,284 S0
EVANSVILLE S0 S0 S0 $6,528 S0

FORT WAYNE $45,000 S0 $313,139,782 $970,349 $2,000,000
GREENVILLE $1,338,168 $161,148 $69,992 $117,061 S0
HAMMOND $998,000 S0 S0 S0 S0
INDIANAPOLIS $148,926,726 $428,609 $404,291 $1,417,435 $325,528
JASPER S0 S0 $85,493 $37,130 $54,449
KOKOMO S0 S0 S0 $12,559 $12,559
LAFAYETTE S0 $0 S0 $3,000 $325,620
LAWRENCEBURG S0 S0 $5,219 S0 S0
LEGENDARY HILLS S0 S0 S0 S0 $41,706
MIDDLEFIELD CT S0 $92,392 S0 S0 S0
MUNCIE S0 S0 S0 $193,724 S0

NEW HAVEN S0 S0 S0 $3,500 S0
NOTRE DAME $1,018,230 S0 $31,000 $131,997 $196,997
PENNVILLE $0 $0 $0 $0 $77,425
RICHMOND $0 $0 $1,535 $0 S0
SOUTH BEND $31,000 $515,994 $8,000 $0 S0
TERRE HAUTE $0 $0 $0 $0 S0
UNKNOWN $31,000 $0 $996,445 $5,626
UPLAND $39,283 $23,402 S0 S0 S0
WABASH S0 S0 S0 S0 $7,300

® Source of NASA data is http://procurement.nasa.gov/cgi-bin/npms/map.cgi

Page 15 of 132




WEST LAFAYETTE $5,544,458 $2,310,946 $2,685,319 $2,776,327 $1,190,844
TOTAL $157,940,865 $5,783,623 $317,143,410 $6,670,339 $5,608,371
Table 10

Contractors 2002 - 2006

Total Award Value

ITT Industries, Inc. $315,077,744
Rolls Royce $148,702,398
Purdue University $13,463,607
Indiana University $3,507,935
University of Notre Dame $2,292,311
Space Hardware Optimization Technology Inc. | $1,569,308
Dresser, Inc. $1,319,620
Challenger Learning Center $998,000
En’Urga, Inc. $966,087
Crane Division, Naval Surface Warfare Center | $936,720
Metropolitan School District Decatur $934,000

Top contractors to NASA include ITT and Rolls Royce
(see Table 107), both of which received significant
development contracts in the last five years. Purdue,
IU, and Notre Dame have each enjoyed funding from
NASA. An Indiana small business called Space
Hardware Optimization Technology (SHOT) is a
consistent recipient of grant funding through NASA’s
SBIR program. The Challenger Learning Center, located
in Northwest Indiana, runs a space-related education
program for 5th through 8th graders. The Decatur,
Indiana public schools also earned a grant for
educational work.

INDIANA’S TECHNOLOGY ASSETS

Indiana’s technology assets of its commercial and academic institutions include research and development (R&D),
SBIR/STTR past funding, patents, centers of excellence and institutes and earmarked congressional appropriations

for Hoosier R&D projects.

PATENTS

Publicly-available patent information is one lens through which to analyze Indiana’s technology expertise. When
patents or applications are published, they are classified by a technology field called “Patent Classes”. An analysis
of the top patent classes shows where the state’s expertise lies.

Indiana’s prime defense
contractors and research
institutions account for a
large portion of the
innovation that occurs
within the state. Between
January 1986 and
November 2006, over
48,000 patents and
applications were
published with attribution
to an Indiana inventor,
researcher and/or
company. of those
patents and applications,
18% were issued to

Patent Class Description

Table 11

Number of
Published Patents

or Applications,
Jan. 1986 — Nov.
2006

Preparations for medical, dental or toilet purposes 1,852
Diagnosis; surgery identification 1,543
Heterocyclic compounds 1,499
Filters implantable into blood vessels; prostheses; devices providing patency to, 1,216
or preventing collapsing of, tubular structures of the body

Pictorial communication, e.g. television 1,005
Investigating or analyzing materials by determining their chemical or physical 779
properties

Containers for storage or transport of articles or materials 745
Peptides 683
Acyclic or carbocyclic compounds 683
Electric digital data processing 660

Indiana’s prime defense contractors.

" See Report in Appendix V.

Page 16 of 132




Table 11 above shows the top technology fields which had the highest number of patents from all Indiana
companies, inventors and university researchers. The top patent classes are in life sciences, pictorial
communications and electric digital data processing and represent the significant patenting efforts of Indiana’s life
sciences companies, such as Eli Lilly. The top patent classes are indicators of Indiana’s technology strengths;
however, they are not reflective of Indiana’s major defense contractors’ technology strengths because Indiana’s
major defense contractors are typically not life sciences companies.

To better
understand
Indiana’s
prime
contractor’s
technology
strengths,
prime
contractor’s
patents
weighed
according to the
value of defense
contracts  that
have been
awarded, the top
patent  classes
shifted
dramatically as
shown in Figure
6.

major

the

were

This table reflects
technologies that
may have been

used in past
defense
contracts. As the
top prime
defense
contractor in the
state, A.M.
General’s
influence is

displayed in the
top patent class -
vehicle tires. This

Figure 6

B60C

HO4B

GO6K

GO01B

Defense Contractors: Top Indiana Patent Classes, 1986-2006,
weighted by value of contracts awarded

.83%

9 B6OR
5
£ B64D
HO1H
B60K
B22D
FO1D
0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00%
% of Total Weighted Value
IPC  DESCRIPTION
VEHICLE TYRES TYRE INFLATION TYRE CHANGING CONNECTING VALVES TO INFLATABLE ELASTIC BODIES IN
B60C GENERAL DEVICES OR ARRANGEMENTS RELATED TO TYRES
HO04B | TRANSMISSION
GO6K : RECOGNITION OF DATA PRESENTATION OF DATA RECORD CARRIERS HANDLING RECORD CARRIERS
MEASURING LENGTH, THICKNESS, OR SIMILAR LINEAR DIMENSIONS MEASURING ANGLES MEASURING
: GO1B i AREAS MEASURING IRREGULARITIES OF SURFACES OR CONTOURS
i B60R VEHICLES, VEHICLE FITTINGS, OR VEHICLE PARTS, NOT OTHERWISE PROVIDED FOR
EQUIPMENT FOR FITTING IN OR TO AIRCRAFT FLYING SUITS PARACHUTES ARRANGEMENTS OR MOUNTING
; B64D OF POWER PLANTS OR PROPULSION TRANSMISSIONS

ELECTRIC SWITCHES RELAYS SELECTORS EMERGENCY PROTECTIVE DEVICES

{ B6OK
B22D

' ARRANGEMENT OR MOUNTING OF PROPULSION UNITS OR OF TRANSMISSIONS
: ARRANGEMENT  OR :
© INSTRUMENTATION OR DASHBOARDS FOR VEHICLES ARRANGEMENTS IN CONNECTION WITH COOLING, AIR
i INTAKE, GAS EXHAUST

IN VEHICLES :

MOUNTING OF PLURAL DIVERSE PRIME-MOVERS ~AUXILIARY  DRIVES ‘:

. CASTING OF METALS CASTING OF OTHER SUBSTANCES BY THE SAME PROCESSES OR DEVICES

: NON-POSITIVE-DISPLACEMENT MACHINES OR ENGINES , e.g. STEAM TURBINES

analysis shows that companies with technology expertise in vehicles, vehicle parts, data processing, and measuring
historically have been the most successful prime defense contractors in the state.

PATENT APPLICABILITY

Technology and innovation trends in Indiana can be determined by the size and growth trend of patent classes.
Size of patent class reflects the amount of innovation, while growth trend shows whether the level of innovation is
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increasing or decreasing. By combining size and growth trend into a single “Importance Score,” the top areas of
technology strength were identified.

Indiana’s top patent classes, in terms of both size and growth, are in the life sciences. Indiana has assets that could
be useful in any defense contracting opportunity directly related to life sciences. Table 12 highlights the top patent
classes outside of life sciences where Indiana has technology strengths. The column labeled “specifics” translates
the broad patent class descriptions into usable descriptions of product and technology expertise.

Table 12

Importance Score*

Patent Class Description

Specifics

Miscellaneous vehicle parts (seat belts, airbags, bumpers,
0.382 Vehicles in general etc.); arrangement of transmissions and propulsion units;
vehicles adapted for special loads
0.284 Electric communication technique Television technologies; transmission of digital information
0.280 Measuring; testing Materials analysis
. . . General computing; software designed for
0.241 Computing; calculating; counting puting i &
management/forecasting
R R Electrically conductive connections; semiconductors;
0.231 Basic electric elements . 4
batteries
Engineering elements or units; general
measures for producing and maintainin . . e .
. p . 8 . 8 Gearing; couplings for transmitting rotation (clutches,
0.206 effective functioning of machines or .
X . . L brakes); pipes and related connectors
installations; thermal insulation in
general
0.146 Combustion engines; hot-gas or Controlling combustion engines; fuel injection systems and
) combustion- product engine plants parts; combustion engines in general
Conveying; packing; storing; handlin . . .
0.133 . Y ' & P & .g € Containers for storage or transport; devices for packaging
thin or filamentary material
Generation, conversion, or distribution . .
0.112 R Dynamoelectric machines
of electric power
Physical or chemical processes or . . . .
0.102 4 . P Separation processes; catalysis; colloid chemistry
apparatus in general
Machines or engines in general; engine . L
0.082 . g g A g Gas flow silencers, exhaust apparatus, emissions systems
plants in general; steam engines
Land vehicles for traveling otherwise . . . .
0.071 . Various motor vehicle components; trailers; braking systems
than on rails
Machine tools; metal-working not
0.063 ) " Soldering/welding/cutting with heat; borin
otherwise provided for g/ 4 g g
0.061 Building Construction materials; tents; fences; portable toilets
Working of plastics; working of . - .
0.060 g p . g. Shaping or joining of plastics
substances in a plastic state in general

RESEARCH AND DEVELOPMENT FUNDING

Indiana’s universities

and businesses
attracted nearly
$360M in federal
research and

development funding
in 2005. Part of the
funding is in Small
Business Innovative
Research (SBIR) and
STTR grants, and
Table 13 shows the
amount of SBIR and

Table 13

Metropolitan Statistical Area JDOC  DOD DOE EPA  HHS NASA NSF  USDA ]1993- 2005 ($000)
Lafayette-West Lafayette 01.667 2147.96 200 3161.94 34.859 1545.03 467.872 7649.334)
Bloomington 584.386 118.559 1537.05 271.932 468.014 37.5 3017.44
Indianapolis 1038.44 87.468 11.667 5945.9 35063 35 7469.103
Louisville (Hoyd County) 633.489 562.409 316.657 2124.14 49.983 3686.681}
Gary 70 75.7711 173127 1877.038
South Bend 899.816 2125 7993 347.736 39.959 1579.941
Fort Wayne 34.992 99.625 70 61.657 266.274
Terre Haute 73.138 73.139
Evansville 9.375 9.375
Columbus 361.612 11.667 373.279
Cincinnati (Dearborn County) 64.302 64.302
Elkhart 87.862 231.116 241.167 560.145
O
Agency Total]91.667 5770.69 1190.31 103.264 11572.5 446331 2413.67 1020.6 26626.05

Lousiville MSA (Floyd and Clark County): Greenville, Charlestown
Cincinnati MSA (Dearborn County) : Aurora

Page 18 of 132



STTR funding received by the major metropolitan areas in Indiana. Lafayette and Indianapolis, the two largest
recipients of funding, reflect the efforts of Purdue University and Indiana University in those MSA’s.

Information about specific grants and contracts, as well as research and development activity information at
Indiana’s universities, was difficult to find. Publicly-available contract information, along with patent, contact, and
other data provided by the universities, was collected to form some insight into university strengths. As a result,

some universities may be under-represented in the data.

Figure 7
DOD, NASA, and DHS have awarded contracts
$18,000,000 . . s .
and grants to Indiana Universities, as shown in
$161000v000 7 @ Purdue F 7 d F 8 U . t .
$14.000,000 1| -l igure 7 and Figure 8. Universities receive
$12,000,000 O Ball State most of the contracts and grants award by
$10,000,000 || O Notre Dame NASA. Purdue, with its two NASA centers,
$8,000,000 +— mRose-Human|| leads in NASA funding.
$6,000,000 +—— @ Taylor Univ.
$4,000,000 +—— Detailed information on the nature of these
$2,000,000 +—— F contracts or grants was difficult to obtain.
$0 Both DOD and NASA'’s information reported is
Total DOD Awards 2002-2005 inadequate to make an analysis. DOD reports

on these contracts using both NAICS codes
and Federal Product/Service codes. However, the categories are too broad to characterize exact descriptions of
research being performed. NASA does

not include any coding. All NASA | @ Purdue $16,000,000
. . . . . University
research is described in an inconsistent, $14,000,000
narrative form W Indiana
. University $12,000,000
. . ", . O Ball State $10,000,000
Indiana’s research universities cited Universit
L . Y $8,000,000 -
research funding in the following areas: N
. L. O University of $6,000,000
e Electronics and Communication Notre Dame g
e Environmental Protection m Rose-Hulman  $4:000.000
e  Psychological Sciences $2,000,000 | |
e Engineering @ Taylor $0
e Life Sciences University Total NASA Awards 2002-2006

Figure 8

PURDUE UNIVERSITY RESEARCH EXPERTISE (PURE)

Purdue University has developed a tremendous capability to represent the skill and depth of its research capacity
and talent. Developed in 2006 and now available to the public, is the Purdue University Research Expertise (PURE)
database. It can be found on Purdue’s web site at http://www?2.itap.purdue.edu/gradschool/nrc/. This database
contains information about faculty at Purdue and their areas of expertise.

Using data drawn from the PURE database, Figure 9 represents the areas of expertise and their potential for
research applicable to DOD. Engineering, Operations Research, Materials Science, Physics, and Computers Science
rank high.

When matched with numbers of faculty with expertise in these areas, and then mapped against DOD procurement

categories, Purdue again ranks high in life sciences. Medical and Dental supplies and equipment as well as
Subsistence are the top two procurement categories with high R&D potential.
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Figure 9
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CENTERS AND INSTITUTES

Indiana University and Purdue University have a number of centers specifically targeted towards research and
development of interest to DOD, DHS and NASA. Four of the more relevant centers include the following:

PURDUE HOMELAND SECURITY INSTITUTE

Purdue Homeland Security Institute

Homeland security is intrinsically interdisciplinary, cutting across
the full spectrum of academic disciplines at Purdue. Purdue has the core competencies to provide the needed
intellectual capital as well as an intensive interest in this national-indeed, global-need. PHSI was formed during
August of 2002. The mission of the Institute is threefold. First, fulfill educational and training needs of Homeland
Security professionals. Second, accelerate the discovery, validation, and implementation of new knowledge and
tools for sustainable homeland security. Lastly, engage with key stakeholders in meeting the challenges associated
with Homeland Security

NASA INSTITUTE FOR NANOELECTRONICS AND COMPUTING AT
PURDUE
INAC
The Institute for Nanoelectronics and Computing (INAC) is a University ’
Research, Engineering, and Technology Institute supported by the THE INSTITUTE FOR NANOELECTRONICS AND COMPUTING
NASA Office of Aerospace Technology in cooperation with the U.S.
Department of Defense Research and Engineering Office. Its NASA partner is Ames Research Center, Moffett Field,
CA. The INAC mission is to (1) invent new molecular devices, (2) develop techniques to assemble them into ultra
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dense systems integrated with a silicon platform, (3) devise new system architectures that harness these
heterogeneous technologies for NASA missions, and (4) train the next generation of scientists and engineers.

NASA SPECIALIZED CENTER OF RESEARCH & TRAINING IN
ADVANCED LIFE SUPPORT AT PURDUE

The center supports a research program designed specifically to g
resolve the complex and crucial requirements of sustained human survival within an interplanetary space-based
environment.

CENTER ON AMERICAN AND GLOBAL SECURITY AT INDIANA UNIVERSITY
This was formally established in March 2007. This new center is staffed by faculty from the School of Public and

Environmental Affairs, the various language departments, as well as professors lecturing in law, history and
business.

UNIVERSITY RANKINGS

Both major research universities, Purdue and Indiana (IU) Universities, are ranked in key areas nationwide. US
News and World Report, Table 14, as well as Academic Analytics publish well-respected analyses of university
rankings. Of note, Purdue is nationally ranked in Engineering, Aerospace, Nuclear Engineering, and a number of
other categories. IU is nationally ranked in Language and Cultural Studies of the Near and Middle East regions,
Computer Science, and the Life Sciences.

Table 14
US News & World Report
2006 University Rankings based on their factors indicating
quality of education for graduate programs
Discipline/Category Purdue IU | Notre Dame
Institution as a Whole 64 70 20
Engineering 6 0 54
Medical Research 0 45 0
Computer Science-Programming Languages 0 16 0
Computer Science- PhD Programs 19 a7 65
Aerospace/Aeronautical 6 0 26
Chemical Engineering 12 0 28
Computer Engineering 9 0 46
Electrical/Electronic/Computer Engineering 10 0 47
Materials Engineering 15 0 0
Mechanical Engineering 9 0 46
Nuclear Engineering 4 0 0
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EXAMPLES OF RELEVANT CONGRESSIONAL APPROPRIATIONS

Indiana University has provided examples of four projects, totaling $5.22M, included in the 2007 Defense
Appropriations bill:

e Advanced Linac Facility at U Cyclotron - $1.35 million

e Next Generation Threat Detection Research - $1.17 million
e Renewable Energy Research - $1.5 million

e  Cancer Care Engineering Initiative - $1.2 million

ADVANCED LINAC FACILITY

This joint project between IU and Crane, NSWC, will support the development of an advanced linear accelerator
(LINAC) facility to address defense radiation effects test requirements and support government, academic, and
industrial research needs. The LINAC would be housed at the IU Cyclotron Facility (IUCF )and would directly
support Crane's mission of radiation effects testing. Crane currently has a 60 MeV electron LINAC facility which
is chiefly utilized for prompt dose characterizations. However, the frequencies of modern microelectric
technologies are much faster then when this 60 MeV was contemplated and its design no longer meets the
required capabilities. Furthermore, the existing machine cannot produce the dose rates at levels required
for survivability testing.

The Advanced Linac Facility (ALF), located at the IUCF, will provide higher dose rate capabilities to permit
survivability characterizations; offer a large beam for large die/board coverage; and beam characteristics without
microstructure. This advanced capability LINAC will afford defense users reliable access to all future generations of
microelectronics for dose rate and survivability characterization, and allow Crane to enhance its testing
capabilities. The emphasis of this project is the development of fully functional/operational LINAC for use by the
defense community.

NEXT GENERATION THREAT DETECTION RESEARCH PROJECT

This effort is a concentrated, coordinated program that will provide both military and civilian sectors with
instrumentation capable of detecting releases of chemical and biological weapons. Improved screening for these
substances and explosives is required at transportation hubs such as airports, train and bus stations, ports and
other cargo-handling facilities and large public gatherings such as sporting events. Such instrumentation must be
small and lightweight—preferably hand-held—as well as sensitive, highly selective in detecting target compounds,
reliable—i.e. give low false positive and low false negative rates, and capable of speedy analysis and assessment of
potential threats. Furthermore, the analytical technology must be universal, i.e., readily reconfigured through
software updates in the field to respond to new threats. The development of these technologies ties together
research at 1U, as well as Purdue and the University of lllinois that will be monitored and managed by Crane Naval
Surface Warfare Center (NSWC).

RENEWABLE ENERGY RESEARCH

Researchers on the IUPUI campus have joined together with officials at the Army Research Lab in Adelphi, MD to
research improvements in the use of renewable energy, such as ethanol and fuel cells, in military applications.
Diesel engines and portable electronic devices, which are critical for use in the field, require large amounts of
reliable energy for their use. This research effort will identify how to transfer renewable energy to the military
field.
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CANCER CARE ENGINEERING INITIATIVE

This joint project between Purdue University researchers and the IU School of Medicine faculty will apply
engineering systems analysis to the cancer problem through the creation of iterative, engineering mathematical
models that will identify the minimum key relevant patient data required to make effective treatment decisions.
Knowing which patient parameters are critical predicator of treatment response will consequently focus and
streamline discovery and development of new therapies. The models will predict system (cancer patient) behavior
and will be continuously refined and optimized using actual data from military personnel. The product will be a
systems engineering model which can be used to identify and detect particular health and disease probability in
military personnel in the field and at home.

INDIANA’S MILITARY INSTALLATIONS

Figure 10

CAMP ATTERBURY Edinburgh
Satellite is Muscatatuck Urban Training Center
Atterbury is also 1 of 6 Power Projection Platforms in US

CRANE DIVISION, NAVAL SURFACE WARFARE CENTER Crane
Over 3,000 Indiana employees
Leader in Electronic Warefare, sensors, special missions

DEFENSE FINANCE AND ACCOUNTING SERVICE Indianapolis
Gained personnel during BRAC, Air Guard Fighter Wing (FA-18)

FORT WAYNE INTERNATIONAL AIRPORT AIR GUARD STATION Fort Wayne
Gained assets during BRAC

GRISSOM JOINT AIR RESERVE BASE USAFR AIR REFUELING WING Peru

700 civilians employed, 1100 reservists

HULMAN FIELD AIR NATIONAL GUARD Terre Haute

275 personnel, property leased from International Airport, Guard Intelligence Station

INDIANA ARMY AMMUNITION PLANT Charlestown
Closed in 1995 BRAC, being cleaned up andconverted to Industrial Park.

JEFFERSON PROVING GROUND Madison
Closed in 1995 BRAC, now partially leased to Indiana
National Guard for air-to-ground training

NEWPORT CHEMICAL DEPOT Newport
Set to close after disposal of VX nerve agent, (2008-2009)

LIST OF INDIANA MILITARY INSTALLATIONS

Indiana has nine military installations, listed in Figure 10. Profiles of these installations are included in the
Appendix. The two most significant military installations in the state, based on their current economic footprint,
their ability to generate new jobs and economic growth and spawn and help advance new technologies, and their
growing role in meeting military and homeland security needs, are the Indiana National Guard’s new Muscatatuck
Urban Training Center (MUTC), a team effort with DOD, the State and the Guard (a satellite of Camp Atterbury),
and Crane Division, Naval Surface Warfare Center in Southern Indiana.
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CRANE DIVISION, NAVAL SURFACE WARFARE CENTER

BACKGROUND AND HISTORY

Crane was initially created as an ammunition depot during World War Il. After the end of World War Il, Crane
diversified its portfolio and developed business areas from special operations and acquisition to electronic warfare
and maintenance.

Although it was not, the most recent BRAC process led to fears that Crane may be closed. State leaders have made
it their top priority to reduce the likelihood of losing Crane. BRAC and its effect on Crane is covered in greater
detail in section “BRAC Effects on Military Bases and Workforce.” Crane Technology, Inc. has sponsored a study
that takes a much deeper look at Crane and its opportunities for expansion into other government business.

CRANE STATISTICS

3rd Largest Navy Installation in the World
~100 Square Miles

$3.3B Plant Replacement Value

650,000 Tons Ordnance Storage Capacity

In Indiana:

e 13th Largest Single Site Employer 3rd Largest Employer in Southwest Indiana ~2710 Navy Employees

e  60% Scientists, Engineers and Technicians
Over 480 Scientists, Engineers and Technicians hired since January 1999 Average Age: 45.5 ~652 Army Em
ployees~71% of receipts to Commercial Sources

UNITS

Naval Surface Warfare Center

Crane Army Ammunition Activity

Naval Criminal Investigation Service

Navy Resale Activity Detachment

Defense Automated Printing Service
Defense Commissary Agency Det Crane
Defense Reutilization and Marketing Office
Explosive Ordnance Disposal

U.S. Coast Guard

Great Lakes Industrial Hygiene

Letterkenny Munitions Center
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Urban Training Cente

MUSCATATUCK URBAN TRAINING CENTER (MUTC)

Satellite of Camp Atterbury
BACKGROUND AND HISTORY

Camp Atterbury serves as one of six Power Projection Platforms
(PPP) for the mobilization of U.S. Army Reserve and Army
National Guard units. It is Camp Atterbury's responsibility to
coordinate medical and dental screening, soldier-readiness
processing, theater-specific clothing and equipment issue,
weapon familiarization and qualification, theater-specific
individual readiness training, and coordinate movement of
personnel into the Area of Operation.

This expanded responsibility, activated in February 2003, has
expanded the base budget from $6 million in 2001 to $70 million
in 2006.

Muscatatuck Urban Training Center has now been added as a
satellite to Camp Atterbury. MUTC, located in Jennings County, is
state owned, leased to the Federal Government, and operated by
the Indiana National Guard. This effort has combined a number of
activities that were independent into one effort, including Camp
Atterbury’s Air/Ground range, Jefferson Proving Ground, and an
unutilized hospital asset at Muscatatuck.

MUTC will be operational 24/7, 365 days a year. Half of its
funding is from the army and the remaining will be filled with
paying customers training on site.

In addition, MUTC serves as a nexus point to integrate activities at

a number of installations in Indiana. Major military exercises
taking place at Muscatatuck will utilize Hulman Field.
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WHAT IS MUTC?

Located in South Central Indiana’s Jennings
County near Butlerville, the Muscatatuck
Urban Training Center (MUTC) is a secluded,
self contained community, once home to
the Muscatatuck State Developmental
Center. The 1,000 acre site was turned over
to the Indiana National Guard in July of
2005 and since has been continually
evolving into a full-immersion
contemporary urban training environment.

Those utilizing MUTC have access to a 180
acre reservoir and urban infrastructure
consisting of 68 major buildings including a
school, hospital, dormitories, light industrial
structures, single family type dwellings, a
dining facility and administrative buildings
totaling approximately 850,000 square feet

of floor space. Additionally the training area
includes an extensive underground utility
tunnel system and over 9 miles of roads and
streets.

MUTC is a consortium of governmental,
public and private entities that are pooling
their unique capabilities in order to provide
the most realistic training experience
possible. Training that can be tailored to
replicate both foreign and domestic
scenarios and that can be utilized by various
civilian and military organizations.

In its first year of operation the facilities at
MUTC have been utilized by over 16,000
people from military, government and
private agencies and is continually
expanding training capabilities for future
needs.




BRAC AFFECTS ON INDIANA’S MILITARY BASES AND WORKFORCE

SUMMARY OF QUANTITATIVE BRAC FINDINGS

Five significant installations were affected by the 2005 Base Realighment and Closure decisions: (1) Hulman
Regional Airport Air Guard Station, (2) Newport Chemical Weapons Depot, (3) Naval Surface Warfare Center-
Crane, (4) Fort Wayne International Airport Air Guard Station, and the (5) Lawrence Defense Finance and
Accounting Service Center. In addition, there were six other minor installations affected: (1) Navy Reserve Center
Evansville, (2) Leased Space Indianapolis, (3) Navy Recruiting District Headquarters Indianapolis, (4) US Army
Reserve Center Seston, (5) US Army Reserve Center Lafayette, and (6) Navy Marine Corps Reserve Center Grissom
Air Reserve Base. The overall direct and indirect impact on Indiana from the BRAC 2005 decisions is low, as shown
in Table 15.

SUMMARY JOBS EFFECT:

Table 15
Economic Total Total Total Job

Installation

Area Direct Indirect Changes
Evansville MSA
| Navy Reserve Center Evansville | -7 | -1 -8
Fort Wayne MSA
| FW International Airport/Air Guard Stations | 313 | 173 ‘ 486
Indianapolis MSA
Navy Recruiting District HQ Indpls. -38 -15 -53
US Army Reserve Center Seston -12 -4 -16
Leased Space - IN -136 -89 -225
DFAS - Indpls. 3495 2490 5985
Lafayette MSA
| US Army Reserve Center Lafayette | -21 | -11 ‘ -32
Martin County, IN
| Naval Support Activity Crane | -683 | -308 ‘ -991
Peru Micro Area
| Grissom Air Reserve | -7 | -1 ‘ -8
Terre Haute MSA
Newport Chemical Depot -571 -267 -838
Hulman Regional Airport -136 -95 -231
TOTAL 2197 1872 4069
Source: Appendix B, "BRAC 2005 Closure and Realignment Impacts by Economic Area,” Base Realignment and Closure 2005, U.S. Department of
Defense, http://www.defenselink.mil/brac/vol_|_Parts_1_and_2.html#Part2.

This summary effect represents slightly over one-tenth of one percent of Indiana’s workforce. Moreover, the true
net positive effect is likely to be smaller. Interviews with installation personnel suggest that some of the direct
gains will be smaller, and some losses larger than estimated (especially for Newport with actual impact from 30-
50% larger) by BRAC 2005. Locally, the impact is significant in some instances (calculations based on November
2006 employment, from STATS Indiana).

Predicted Hulman loss as a share of Vigo County employment: 0.4%
Predicted Newport loss as a share of Vermillion County: 6.8% (act. 8.8-10.2%)
Predicted Crane loss as a share of Martin County: 16.4%
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Predicted Fort Wayne gain as a share of Allen County: 0.2%

Predicted Lawrence gain as a share of Marion County: 1.3%

Regionally, however, the impact is generally modest.

Predicted Hulman loss as a share of Terre Haute MSA: 0.3%
Predicted Newport loss as a share of Terre Haute MSA: 0.7% (Act. 0.9-1.5%)
Predicted Crane loss as a share of Crane Region: 0.6%
Predicted Fort Wayne gain as a share of Fort Wayne MSA: 0.3%
Predicted Lawrence gain as a share of Indianapolis MSA: 0.6%

GENERAL CONCLUSIONS FROM THE BRAC ANALYSIS

In general, adjustments necessitated by BRAC 2005 will depend mightily on the localized implementation schedule
and magnitude (actual job change is often different from planned job change). Only Newport, Crane, and the
Lawrence DFAS facilities may merit special workforce policy attention.

e In the case of Crane, this policy attention is ongoing and being directed by an analysis of a Crane area
diversification strategy, funded by the DOD, Office of Economic Adjustment and DOL NEG. Skill training
and retraining requirements of these strategies remain unclear.

e In the case of Newport, Vermillion County’s status as a part of the larger Terre Haute MSA and its
proximity to Indianapolis will reduce the negative effects, but the impacts will be very concentrated in
time (starting in spring 2008) and in skill sets difficult to absorb locally.

e Inthe case of Lawrence-Indianapolis, the relative effects are modest in such a large metro area.

0 The absolute numbers, however, are large. The local recruiting requirements are concentrated in
a small number of white-collar occupation series (accountants and accounting assistants) that
also are in high demand from private sector expansions.

0 This raises concerns about workforce supply and education pipeline shortages in these
occupations.

DEFENSE AND DEFENSE CONTRACTOR WORKFORCE ANALYSIS

PERSONNEL PROFILE

As of the end of FY 2005, DOD had 32,896 personnel in Indiana — slightly over 1 percent of Indiana’s total
workforce -- most of whom were Reserve and National Guard (22,906). Nearly 9,000 civilians (8,996) and another
1000 (994) active duty military made up the rest of Indiana’s DOD workforce, see Table 16. Along with retired

military pay, total DOD payroll in Indiana was nearly $1.4 billion (less than 1 percent of total state earnings by place
of work).
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Table 16

Indiana
(FY 2005, numbers and thousands of dollars)

Personnel Total Army Navy & Marine Air Force Other.D.efense
Corps Activities

Total DOD 32,896 18,423 6,423 5,134 2,916
Personnel
Active Duty 994 509 365 120 0
Military
(incl. afloat)
Civilian 8,996 1,928 3,109 1,043 2,916
Reserve and 22,906 15,986 2,949 3,971 0
National Guard
Total DOD 5,823,028 3,628,029 888,306 352,044 954,649
Payroll Outlays
(‘000s)
Active Duty 52,687 20,869 15,340 16,478 0
Military Pay
Civilian Pay 612,870 99,352 252,043 64,458 197,017
Reserve and 360,154 335,996 5,182 18,976 0
National Guard
Pay
Retired Military | 337,324 134,174 93,299 109,851 0
Pay

It is more difficult to capture good estimates of contractor personnel devoted to federal DOD, homeland security,
and Aerospace activity. Not only are these data not commonly reported, even for primes, but the subcontractor
network is never reported. With limited exceptions, even the large prime contractors have a significant non-
federal workload. A rough order of magnitude estimates show that DOD contractors fully employ some 21,000 to
33,000 workers on defense contract work. These estimates are not terribly accurate, but provide a range and a
sense of scale.

ESTIMATE 1:
In FY 2005 Indiana received contracts and grants of $4.46 billion from DOD. It is assumed that:

e The fully loaded wage rate equaled the average total compensation of federal employees (very high
relative to state average wages at $68,127), and

e  Fifty percent of contracts and grants went to fully loaded wages and salaries in Indiana (both prime and
subs),

e Then nearly 33,000 workers were employed full time on DOD contracts to Indiana contractors (over 1 % of
Indiana’s total workforce and nearly 6 % of manufacturing employment).
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ESTIMATE 2:

Using the DOD listing of prime contractors and the data on sales and employment by establishment in the NETS
database (a cleaned up time series based on Dunn & Bradstreet), it is possible to calculate total employment and
sales of establishments that held prime contracts with DOD in 2005. This analysis is summarized in Tables 17, 18,
and 19.

Table 17
Indiana Prime Contractor Characteristics
Employment, Sales, Contract Size by Establishment Size
Merge of 2005 DOD Prime Contractor and NETS Data
Num Est fotal Valle of Aug Ve of Tot Sales Avg Sales Tot Emp Avg Emp
Contracts Contracts
19 Emp $328,200,325 $1,238,492 $141,212,138 $532,876 1,070
10-99 Emp $880,197,975 $2,000,450 $3,034,615,606 $6,896,354 14,363 |33
100-499 Emp $533,213,435 $3,728,765 $3,505,904,184 $24,516,812 29,256 [205
500-999 Emp $106,231,609 $5,591,137 $1,669,725,693 $87,380,300 13,464 1709
1000+ Emp $598,744,306 $21,383,725 $8,413,677,466 $300,488,481 84,216 {3008

Total $2,446,587,650 $2,733,617 $16,765,135,087 $18,731,995 142,369 [159

For the over 90% of contractors that can be matched in both databases, some 142,369 employees worked for
Indiana’s DOD prime contractors. Most contractors are small, with average employment of 159, but over half of
employment is in firms with over 1000 employees. Not all of these employees are working full time on DOD
contracts. The value of contracts are some 15% of total sales (contracts may be multiyear, so the comparison is
illustrative only), so a straight share would suggest some 21,355 employees are working on defense contracts at
prime contractors. Indiana-based subcontracts would employ even more.

Table 18

Indiana Prime Contractor Characteristics
Employment, Sales, Contract Size by Economic Growth Region
Merge of 2005 DOD Prime Contractor and NETS Data
Total Value of Avg Value of
Contracts Contracts

Tot Sales Avg Sales Avg Emp

DWD Region um Est

Reg_01 $86,518,147 $1,373,304 $830,454,402 $13,181,816 5,530

Reg_02 $472,467,029 $6,562,042 $1,896,951,045 $26,346,542 18,519 |257
Reg_03 $299,005,201 $3,833,400 $2,098,972,390 $26,909,902 9,753 |125
Reg_04 $16,298,272 $407,457 $1,464,811,140 $36,620,279 18,050 451
Reg_05 $853,931,718 $2,884,904 $4,688,917,002 $15,840,936 35,978 |122
Reg_06 $10,617,917 $353,931 $652,661,922 $21,755,397 7,775 |259
Reg_07 $138,068,371 $3,633,378 $580,174,847 $15,267,759 5,817 |153
Reg_08 $37,529,181 $399,247 $1,046,247,946 $11,130,297 15,069 160
Reg_09 $50,838,819 $907,836 $665,805,713 $11,889,388 7,113 |127
Reg_10 $15,122,932 $315,061 $281,280,112 $5,860,002 1,983 (41
Reg 11 $466,190,063 $5,827,376 $2,558,858,568 $31,985,732 16,782 1210
Total $2,446,587,650 $2,733,617 $16,765,135,087 $18,731,995 142,369 (159

Almost 36,000 of the total contractor workforce is concentrated in the Indianapolis metro region. With the rest
clustered around the larger metro regions and DOD facilities. Manufacturing dominates, but professional,
scientific, and technical services, and transportation, distribution and logistics are also major contract and
employment categories.
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Table 19

Indiana Prime Contractor Characteristics
Employment, Sales, Contract Size by 2-Digit Industry
Merge of 2005 DOD Prime Contractor and NETS Data

Num Est  Total Value of Contracts Avg Value of Tot Sales Avg Sales Tot Emp Avg Emp
Contracts

Agriculture, Forestry,
Fishing and Hunting $2,677,388 $382,484 $65,290,000 $9,327,143 671 |96
Mining $236,465 $236,465 $6,857,100 $6,857,100 80 |80
Utilities $12,352,990 $1,544,124 $509,359,500 $63,669,938 1,403 |175
Construction $52,394,386 $858,924 $521,156,640 $8,543,551 3,553 |58
Manufacturing 292 $812,448,265 $2,782,357 $7,978,287,595 $27,322,903 62,253 1213
Wholesale Trade 150 $364,378,434 $2,429,190 $2,153,837,243 $14,358,915 4,634 |31
Retail Trade $13,923,766 $235,996 $368,087,290 $6,238,768 2,250 (38
Transportation and
Warehousing $275,041,044 $14,475,844 $430,812,786 $22,674,357 3,645 (192
Information $2,941,850 $196,123 $378,517,576 $25,234,505 3,052 (203
Finance and
Insurance $27,500 $27,500 $1,200,000 $1,200,000 12 |12
Real Estate and
Rental and Leasing $2,407,009 $160,467 $42,563,200 $2,837,547 458 |31
Professional,
Scientific, and
Technical Services $573,376,577 $6,745,607 $440,528,265 $5,182,685 4,164 |49
Administrative and
Support and Waste
Management and
Remediation Services $20,172,082 $341,900 $157,371,733 $2,667,318 1,747 [30
Fducational Services $13,296,552 $633,169 $2,943,298,315 $140,157,063 40,944 11950
Health Care and
Social Assistance $5,755,226 $274,058 $414,878,025 $19,756,096 4,356 |207
Arts, Entertainment,
and Recreation $884,018 $80,365 $88,203,000 $8,018,455 1,728 |157
Accommodation and
Food Services $867,126 $37,701 $92,187,432 $4,008,149 2,175 |95
Other Services
(except Public
Administration) $280,240,865 $7,374,760 $172,699,387 $4,544,721 2,453 |65
FUblicAdministration $13,154,307 $1,879,187 $0 0 2,789 |398
Not Elsewhere
Classified $11,800 $5,900 $0 $0 21
Total 895 $2,446,587,650 $2,733,617 $16,765,135,087 $18,731,995 142,369 |159

IMPLICATIONS

DOD represents some 2% of Indiana’s direct employment (between employees and contractors). DHS and
aerospace would add further direct employment, as would the unmeasured network of subcontractors (perhaps
another 0.5 to 1.0%). The indirect employment effects could range from 1.5 to 2 times larger, depending upon the

multiplier model used (for a total of some 3.8-6.0% of Indiana’s employment).

The survey responses suggest that the workforce issues facing the larger defense/homeland security/aerospace-
supporting industries in Indiana share much in common with the larger Indiana economy. Despite the large size of
some federal government suppliers, most are small. Both the large and small firms are rapidly increasing the
educational profile of their workforces. Of respondents who reported on the educational requirements for their
expected next year’s hires, one-third of firms indicated that 50% of new hires will require a bachelor’s degree or
better. One quarter of firms indicated that 100% of new hires will require a bachelor’s degree or better. It is

important to note, however, that the survey respondents were not fully reflective of the universe of contractors.
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Nonetheless, the positive outlook of survey respondents, and the net growth of DOD related employment resulting
from the BRAC (and post-BRAC decisions), all point towards:

e The need to prepare for a growing and increasingly skilled DOD and contractor worker demand and an

opportunity to absorb dislocated workers from the losing DOD sites in the 2005 BRAC (though with
retraining and relocation potentially required)
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FORECASTS — DOD, DHS, AND NASA

In order to carefully target industries and technology that will meet the future needs of DOD, DHS and NASA, it
was necessary to construct long-term forecasts for the agencies. Expert panels were assembled comprised of
consultants and retired senior officials from these agencies. The experts included four Lt. Generals from the Army,
Air Force and Marines; three Rear Admirals from the Navy and Coast Guard; the former CFO and a former Chief of
Staff for DHS, former leaders from NATO, DOT and AIAA, and consultants from the Teal Group. Bios of the expert
panel are included in the Appendix.

The expert panel met on several occasions in roundtables to review and discuss a variety of research data,
including five-year budget plans, agency forecasts, technology roadmaps and numerous other sources, including:

e National Security Strategy of March 2006

e National Military Strategy

e Quadrennial Defense Review of 2006

e Department of Defense Five Year Defense Plan (FYDP)

e  Service Posture Statements

e AUSA Report

e AFA Report

e  CRS Report for Congress on 9/11 Commission Recommendations
e  Future Years Homeland Security Program (FYHSP) reports

e  Civitas Group market forecast studies on DHS spending

From this data and analysis, a consensus was reached on major, long term factors affecting spending, referred
herein as “drivers” of the long-term forecast. The budgeted five year forecasts, as well as commentary on the
drivers and other game changing influencers are discussed in each of the agencies’ sections.

THE DEPARTMENT OF DEFENSE

INTRODUCTION

The Department of Defense (DOD) is a federal agency whose mission is to provide the military forces needed to
deter war and to protect the security of the United States. Tracing its history back to 1789 with the establishment
of the War Department, the DOD was consolidated in a 1949 amendment, and the three services, Army, Navy and
Air Force, were placed under the directorate of the Secretary of Defense.

FIVE-YEAR FORECAST

The DOD yearly submits a six-year budget forecast, referred to as the Future Years Defense Plan of FYDP. Because
of the constantly changing environment in Washington, DC, politically and militarily, these forecasts tend to be
reliable for less than half of the six years. The current DOD budget forecast shown in Tables 20 and 21 makes
several important statements that indicate where DOD is going in the next five years and beyond.
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Table 20

DEPARTMENT OF DEFENSE FIVE YEAR BUDGET FORECAST FOR PROCUREMENT

($ in millions)

FY2007 FY2008 FY2009 FY2010 FY2011
Procurement Total $84,194 $99,755 $108,622 $111,707 $117,122
Army $16,840 $20,395 $21,878 $22,039 $23,535
Aircraft $3,566 $4,004 $5,075 $4,601 54,389
Missile $1,351 $1,600 $1,651 $1,618 $1,978
WPNS&TRAC $2,302 $2,884 $2,984 $3,579 $5,554
Ammunition $1,903 $2,307 $2,417 $2,480 $2,305
Other $7,718 $9,600 $9,751 $9,761 $9,309
Navy $31,033 $38,629 $44,309 $47,544 $49,279
Aircraft $10,869 $12,605 $17,660 $18,953 $18,305
Weapons $2,555 $3,124 $3,936 $3,740 $3,680
Ships & Conversion $10,578 $14,684 $13,282 $14,693 $16,433
Ammunition $790 $847 $1,025 $1,034 $1,081
Other $4,968 $6,033 $6,499 $7,230 $7,574
Procurement - Marine Corps $1,273 $1,336 $1,907 $1,894 $2,206
Air Force $32,165 $35,917 $38,018 $37,723 $40,053
Aircraft $11,480 $14,073 $15,247 $15,318 $17,085
Missile $4,204 $4,753 $5,091 $4,320 $4,354
Ammunition $1,073 $1,005 $1,095 $1,075 $1,079
Other $15,408 $16,086 $16,585 $17,010 $17,535
Other Procurement, Defense-wide $2,861 $3,377 $3,000 $2,943 $2,774
Defense Production Act Purchases $18 $13 S13 $13 S6
DOD Chem Demil Program $1,277 $1,424 $1,404 $1,445 $1,475

Table 21

DOD FIVE YEAR BUDGET FORECAST ALL PROGRAMS

(S in millions)

FY2007 FY2008 FY2009 FY2010 FY2011
Military Personnel $113,146 $114,602 $117,879 $121,166 $124,589
Operations & Maintainance $152,646 $159,339 $165,260 $171,926 $174,523
Procurement $84,197 $99,776 $108,622 $111,708 $117,722
RDT & E $73,154 $74,388 $75,128 $73,232 $70,626
Military Construction $12,614 $12,872 $12,592 $11,957 $10,644
Family Housing $4,084 $3,182 $3,108 $2,960 $2,967
Rev & Management Funds $2,436 $1,247 $2,422 $2,210 $4,430
Defense-wide Contingency
Offsetting Receipts -$1,426 -$1,318 -$1,341 -$1,355 -$1,369
Trust Funds $245 S244 $243 $241 $237
Interfund Transfer -$140 -$142 -$145 -S147 -$149
TOTAL $440,956 $464,190 $483,768 $493,898 $504,220

Based on the 2006 Quadrennial Defense Review (QDR), the Department of Defense FYDP reflects the Department’s
continued shift in emphasis away from the static posture and forces of the last century toward the highly mobile
and expeditionary forces and accompanying war fighting capabilities needed in the century ahead.

Looking forward, the Department will take these shifts even further — shifting, for example, from defending the
homeland with a one-size-fits-all system of deterrence centered around massive nuclear retaliation, to a system of
tailored deterrence designed to defend against rogue powers, terrorist networks, and rising states; from static
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forces in obsolete Cold War garrisons, to a new system of military bases that will allow U.S. forces to surge as
needed to trouble spots around the globe.

DOD PRIORITIES AND FORECAST DRIVERS

-DOD HAS THE FOLLOWING PRIORITIES FOR ITS THREE SERVICES:

NAVY: SUSTAIN COMBAT READINESS, BUILD A FLEET FOR THE FUTURE; DEVELOP 21°" CENTURY
LEADERS

In his annual guidance, the Chief Naval Officer reinforced the Navy’s top three priorities and also called for
"accountable execution" of key objectives and a focus on increased efficiency and effectiveness in warfighting
capabilities, building strong partnerships and promoting a culture that reflects the nation’s diversity. The Navy
submitted a 30-year shipbuilding plan to Congress that will provide a balanced fleet of 313 ships by 2020, including
LCS (Littoral Combat Ships) and DDG 1000. A number of initiatives are underway to support the “1,000-ship Navy”,
including an upcoming Global Fleet Stations pilot program in the U.S. Southern Command Area of Responsibility,
and the partnership concept has resonated well with the leaders of maritime forces around the world. Last year’s
Manpower, Personnel, Training, and Education merger vyielded efficiencies and effectiveness in workforce
management, and the Phase 1 (Assessment) of the Diversity Campaign Plan was completed.

ARMY: WIN THE LONG WAR ON GLOBAL TERROR; SUSTAIN ALL-VOLUNTEER FORCE; BUILD
READINESS; ACCELERATE FUTURE FORCE MODERNIZATION

In a statement to the Committee on Armed Services Subcommittee on Airland, US Senate, Pete Geren, Acting
Secretary US Army, and General George W. Casey, Jr., Chief of Staff US Army, stated there has been considerable
progress made transforming the Army from a Cold War structured organization into one best prepared to operate
across the full spectrum of conflict - from full-scale combat to stability and reconstruction operations, including the
irregular war faced today. Equipment was being used up at rates much faster than previously programmed.
Resetting and re-capitalizing the equipment and improving the Army’s strategic depth would require significant
levels of funding for a minimum of two to three years beyond the duration of the current conflict. Recent decisions
to grow the Army by 65,000 in the active force, 8,200 in the Army National Guard, and 1,000 in the Army Reserve
were clear recognition of the need to increase ground forces Funding for Mine Resistant Ambush Protected
(MRAP) vehicles and procurement of medium tactical trucks to fill existing unit shortfalls and to replace obsolete
trucks in reserve component units, as well as the Future Combat Systems (FCS) were critical investment priorities.
Investing in the Army’s future readiness through modernization was a strategic necessity that must be considered
a top national priority, not as an issue of affordability.

AIR FORCE: FIGHTING AND WINNING THE GLOBAL WAR ON TERROR; DEVELOPING AND CARING
FOR AIRMEN AND THEIR FAMILIES; RECAPITALIZING AND MODERNIZING AGING AIRCRAFT AND
SPACECRAFT

Air Force Chief of Staff General Moseley expects the Air Force to continue to be engaged around the world in an
array of operations that demand Airmen and their equipment be more adaptive, more responsive and more
expeditionary than ever. The Air Force has been in continual combat since August 1990 -- 16 straight years starting
with Desert Shield, to Iraqi Freedom. The Air Force is changing the way it develops and trains Airmen, so it is better
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prepared to fight the war, and deliver a better prepared force to combatant commanders. In coming years, the Air
Force will consolidate many officer and enlisted career fields, resulting in Airmen with a broader set of related
skills. Technical schools also will put a new emphasis on warrior skills. Major procurement programs are the KC-X
Tanker program, HH-47 CSAR Helicopter, Space Based Infrared System (SBIRS), Transformational SATCOM (TSAT)
and the F-35A Lightning Il Multi-role Strike Aircraft. Also of concern to the Air Force is the requirement to
recapitalize its fleet of aging, obsolete aircraft and spacecraft, and maintaining the older aircraft it would like to
retire. Congressional legislation has specifically precluded the Air Force from retiring aircraft it no longer needs.

COMMENTARY

Several official documents and sources were analyzed and cross-referenced to determine spending trends, and the
decades of military experience resident in the consulting team developing this forecast were added to assess
probabilities, solid opportunities, and risks. Major world events force adjustments to national military strategy at a
pace that is quickening and potentially faster than major equipment acquisition cycles.

The analysis resulted in four drivers and their effects on DOD forecast:

1. First i